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Abstract 
Background. As economic growth in developed economies has almost peaked, developing economies are becoming to be the 
source of firm’s future growth. Additionally, as SMEs are relevant economic actors in the majority of developed economies 
where they provide growth and wealth, and also play a relevant role in developing economies where they contribute to alleviate 
poverty, their international expansion to developing economies deserves research attention. However, extant literature in 
international business has little addressed SMEs’ internationalization; particularly as such firms expand into developing 
economies. Purpose of Study. To provide a first cohesive model to recommend a process of SME’s knowledge acquisition to 
successfully enter into its first developing economy. Sources of Evidence. We review and integrate the literature on developing 
economies, international business, and organizational knowledge. Main Argument. Developing economies have weak 
institutional environments with high levels of business uncertainty, institutional voids, political instability, weak legal systems, 
and exchanges based on social networks, among other adverse locational factors. These institutional conditions are highly distant 
from those of SMEs from developed economies; thus, these firms entering into developing economies must develop new 
strategies in order to succeed in their international expansion processes –e.g., designing operations by creating intermediaries or 
bypassing inefficient markets, extending the framework for quality to other dimensions such as availability or timeliness. In order 
to implement these new strategies, SMEs must develop new ownership advantages –e.g., political capabilities, abilities to operate 
in informal markets, high flexibility–. Within this process of strategic change, SMEs would have to acquire those knowledge 
resources needed for a successful implementation of the new competitive strategies in developing economies. To the best of our 
knowledge, no article has been published that attempt to systematically assess type of knowledge required for internationalization 
to the first developing economy, the challenges its acquisition represents, and the sources for acquiring that knowledge. 
Conclusions. Four different types of internationalization knowledge and seven different sources of them must be considered by 
SMEs when internationalizing to their first developing economy. As developing economies as highly distant from developed 
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ones, additional challenges add to those commonly associated with the acquisition of each type of knowledge. This work takes 
them into account and offers a normative model of SMEs’ knowledge acquisition to successfully enter into their first developing 
economy. This model suggests the suitable sources for each type of knowledge along time. 
© 2014 The Authors. Published by Elsevier B.V. 
Selection and/ peer-review under responsibility of Academic World Research and Education Center. 
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1. Introduction 
Many firms from the developed economies face saturated domestic markets.  So, they increasingly look to 
developing economies as sources of business growth (Prahalad and Hart, 2002). Accordingly, research interest on 
internationalization to developing economies has increased in international business literature. In most cases, 
research has been focused on large companies targeting emerging markets such as China, India, or Brazil (e.g., 
Meyer et al., 2009). However, there has been very little research that addresses SMEs internationalization to 
developing economies. As SMEs are the most relevant economic actors in many developed economies where they 
provide growth and wealth, and they also play a relevant role in developing economies where they contribute to 
alleviate poverty (Tracey and Phillips, 2011), it deserves a deep study of their international expansion to developing 
economies. 
SMEs typically have far fewer resources than large companies and so international expansion is often more 
challenging for them. Additionally, as developing markets are institutionally weaker and different, SMEs from 
developed markets must change their strategies to succeed competing there. Specifically, SMEs may need to develop 
new ownership advantages –e.g., political capabilities, abilities to operate in informal markets, strong entrepreneurial 
spirit, and high flexibility– to implement these new strategies –e.g., designing operations by creating intermediaries 
or bypassing inefficient markets. They may also need to adapt their entry modes by, for example, choosing a more 
flexible mode to deal with high institutional uncertainty (Santangelo and Meyer, 2011). 
Within the process of strategic change, SMEs would have to acquire the knowledge needed for a successful 
implementation of the new strategies. Specifically, international knowledge is a key intangible resource for SMEs to 
internationalize (Fernhaber et al., 2009). Some research works have already advanced our understanding about the 
type of knowledge firms need in their internationalization process in order to be successful (e.g., Eriksson et al., 
1997; Cuervo-Cazurra, 2011), and some others have focused their research efforts on specific sources of knowledge 
alternative to the traditional learning by doing approach (e.g., Bruneel et al., 2010, Fernhaber et al., 2009). However, 
an understanding of the specific knowledge SMEs need to internationalize to developing economies and how this 
knowledge acquisition can take place is necessary. This paper aims to provide a first cohesive model to recommend 
a process of SME’s knowledge acquisition to successfully enter into its first developing economy. To the best of our 
knowledge, no article has been published that analyze type of knowledge required for internationalization and 
sources for acquiring that knowledge. We address this question deductively, from literature on emerging economies, 
internationalization, and knowledge. 
2. Theoretical background 
Eriksson et al. (1997) differentiated three types of knowledge firms need to internationalize successfully: (1) 
internationalization knowledge, or knowledge about how to manage the increase in complexity and diversity related 
to the foreign expansion; (2) foreign business knowledge, or knowledge of clients, markets, and competitors abroad; 
and (3) foreign institutional knowledge, or knowledge of institutional frameworks, rules, norms, and values 
prevalent in foreign countries. Although this typology has been well accepted, Johanson and Vahlne (2009) consider 
that a fourth type of knowledge should be taken into account as the most important one since drives the 
internationalization process: opportunity recognition knowledge. This knowledge is related to the procedures to 
recognize and assess the international opportunity. 
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With respect to the sources of knowledge, learning by doing has been a pivotal factor of the internationalization 
process of firms (Johanson and Vahlne, 1977, 2009). Over time, knowledge about foreign markets may reduce 
perceptions of the cost of further internationalization, which may lead to more intense commitment to new markets 
(Eriksson et al., 1997). Nevertheless, Autio et al. (2000) argued that new firms, with very little experience in the 
internationalization process, are able to adapt to and compete in new and dynamic environments (i.e., learning 
advantages of newness). When older firms engage in international business, capabilities that are tied to their home 
country could promote inertia and conservatism, possibly reducing these firms’ ability to adapt quickly and exploit 
international opportunities.  
However, firm experience in foreign markets is not the only path to acquire new knowledge. Prior international 
experience of a new venture’s top managers can also be a source of knowledge. Besides, firms can acquire 
knowledge at home before their first international experience (Cuervo-Cazurra, 2011). So, with respect to 
experience and focusing on the moment that knowledge is acquired, we can differentiate: pre-start-up international 
experience, prior firm’s inception inherited knowledge; pre-internationalizing organizational experience, prior to the 
firm’s first international experience; and pre-entry international experience, prior to a specific market entry. 
Additionally, SME could complement its knowledge acquired from experience with knowledge tapped from 
external sources, that is, those sources outside a firm’s boundaries. There exist many external sources such as allied 
partners, networks, entrepreneur’s social ties, venture capital firms, vicariously learning from leading firms within 
the firm’s home region (e.g., via imitation), and/or tapped from organizations like government agencies or private 
organizations devoted to export promotion or consultancy. External sources of knowledge are important to 
overcome liabilities of newness and foreignness (Fernhaber et al., 2009).  
3. Discussion: The proposed mode 
There exist differences between the four types of knowledge that condition the suitable way for SMEs to acquire 
them when facing their first internationalization to a developing economy. Hence, they must be taken into account 
when depicting a suitable model of knowledge acquisition. Those differences can be caused by the degree of 
specificity and tacitness of the knowledge.  In relation to specificity, it is relevant to differentiate context-free 
knowledge from context-bounded knowledge. While international knowledge is context-free, business and 
institutional knowledge are specific to a particular context. Opportunity recognition knowledge is mainly based on 
individuals’ and firms’ abilities, albeit it is to some extent also specific to the market where we explore business 
opportunities. Regarding tacitness, Johanson and Vahlne (1977) identified two relevant categories: (1) objective 
knowledge that can be taught as it is mainly explicit (e.g., based on information available in datasets); and (2) 
experiential knowledge that is acquired mainly through learning by doing, because tacit knowledge cannot be 
taught. Only business knowledge is mainly objective and can be learned from industry reports and market 
researches. Institutional and opportunity recognition knowledge are only explicit and objective to some extent. 
While host country regulative framework is explicit, normative and cognitive institutions are mainly tacit. Finally, 
internationalization knowledge is mainly tacit. In the case under study, there exists a great institutional distance 
between the developed and the developing host markets that add troubles to the challenges associated to SME’s 
knowledge acquisition. Thus, new considerations become relevant. 
First, firms often cannot access solid intelligence due to the lack of well-developed statistical agencies that collect 
and disseminate economic and social information relevant to the decision-making processes. Therefore, there is 
limited information about the market and the competition (Acs and Amorós, 2008) –i.e., business knowledge–. So, 
entrepreneurs cannot make reliable estimates and compare alternative scenarios in order to choose the best one to 
make successful businesses. Therefore, the procedure to identify and evaluate a business opportunity acquired by 
entrepreneurs in developed economies may not be applicable in developing contexts with insufficient information 
available on the economic and competitive variables –i.e., opportunity recognition knowledge–. Second, in a 
developing economy, institutions are more informal than formal, and therefore, they are not written. This implies 
that much of the relevant institutional knowledge is embedded in networks only accessible for those inside the 
network, a reality that impairs foreigners not party to those structures (Tracey and Phillips, 2011). Thus, we can 
expect that SMEs face strong challenges in the process of knowledge acquisition. Such challenges are likely to be 
especially notable for those knowledge resources with market specific content albeit not explicitly written. We 
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propose a model of knowledge acquisition for SMEs from developed economies first entering a developing 
economy which is based on the moment that knowledge is acquired as we describe in the following paragraphs. 
Pre-start-up international experience. The entrepreneur acquires international experience before the launch of 
their venture. As internationalization knowledge is context-free, it can be acquired from previous international 
experience of entrepreneur (Bruneel et al., 2010; Fernhaber et al., 2009). Additionally, as opportunity recognition is 
to some extent an individual and subjective process (Ellis, 2011), it is relevant that entrepreneurs have alertness or 
social ties with other firms that have already developed an entrepreneurial orientation (Chandra et al., 2009). SMEs 
could acquire these types of knowledge by congenital learning at this stage. 
Pre-internationalizing organizational experience. Knowledge is acquired while working in the home country and 
that is later useful to overcome foreign expansion difficulties.  Being internationalization knowledge context-free it 
can be acquired at this stage, learning by doing in the home country (Cuervo-Cazurra, 2011). Also, opportunity 
recognition knowledge can be reinforced at this stage while managing complexity and differences in business 
industries. 
Pre-entry international experience. It is related to the transfer of experience from one market to another. 
Specifically, as internationalization knowledge is context-free it can also be learned from the firm's own experience 
in other host countries (Petersen et al., 2008). Evans and Mavondo (2002) highlighted that even in the case of firms 
that have expanded into psychically close markets and then decide to enter a psychically distant market, pre-entry 
international experience is useful. If those firms encounter difficulties that were never identified in the psychically 
close markets, this alerts the firm. However, the spillover effects from market to market in terms of learning seem to 
be less useful to market-specific knowledge (Petersen and Pedersen, 2002), especially when institutional distance 
between foreign markets is high (Perkins, 2014). Even countries that share language and historical traditions often 
have very different institutions that do not allow the simple transfer of business practices and attitudes across 
borders. Finally, opportunity recognition knowledge can be accumulated as entrepreneurs improve their abilities to 
identify opportunities from other foreign countries. 
Entry and post-entry international experience to a particular country. According to Fletcher and Harris (2012), 
internationalization knowledge cannot be readily sourced from network relationship because it is highly tacit. So, 
unexperienced SMEs could externally acquire this type of knowledge hiring qualified personnel. By importing 
routines from prior jobs, the hired person may bring external and tacit internationalization knowledge acquired 
through his/her own experience to the firm. Business knowledge is market-specific and, to some extent, explicit and 
ease to acquire. However, the absence of host statistical agencies, public reports and so on in developing economies 
make the access to this information almost unfeasible. Firms should instead study the market conditions through 
market research. As an alternative, SMEs can look for the support of home trade promotion agencies. Additionally, 
acquiring knowledge from home and host business networks is also possible. Home networks involving firms from 
specific developing economies let SMEs acquire that knowledge while exploring and planning the entry (Cuervo-
Cazurra, 2011); local networks can also facilitate SMEs to learn about market conditions after a specific country has 
been chosen. Considering the challenge and the cost that the entry into a developing economy entails, SMEs should 
acquire enough business knowledge before the entry to warrant the appropriateness of its decision, and they would 
try to save financial resources if there exist free information. Institutional knowledge is market-specific and mainly 
tacit in case of developing economies. Although the rules can be explicit and relatively easy to comprehend, there 
are relevant values and practices that tend to be tacit, making them more difficult to uncover (Petersen et al., 2008). 
In addition, much of the relevant institutional knowledge is embedded in networks only accessible for those inside 
the network, being this detrimental to outsiders (Tracey and Phillips, 2011). As a result, SMEs must use business 
network in the host country to acquire this knowledge. As opportunity recognition also requires suitable knowledge 
about the market and the country institutions, this market-specific knowledge is mostly acquired at this stage, just at 
the entry in the particular developing country by engaging in a local network. 
4. Conclusions 
Four types of internationalization knowledge and different sources of them must be considered by SMEs when 
internationalizing to their first developing economy. As developing economies are highly distant from developed 
ones, new challenges add to those commonly related to the acquisition of each type of knowledge. This work offers 
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a model of SME’s knowledge acquisition to successfully enter into a first developing country. This model suggests 
the suitable sources for each type of knowledge along time. 
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